KENTUCKY ECONOMIC INDICATORS

May Indicators as of July 28, 2004

KY Composite Index of Leading Indicators increased 0.7 percent for May.
* The Leading Index increased for the tenth time in the last 12 months.
* The Leading Index rose by 2.5 percent over the same month last year.

* Component indicators were mixed, gainers over losers 3:2.

KY Labor Intensity Index decreased 2.5 percent.

The US Leading Index increased 5.3 percent.

The Index of KY Initial Claims increased 1.9 percent.

US Retail Sales increased 18.0 percent.

The Louisville Help Wanted Index decreased by 3 points to 48.
The component weights for May are 49.54, 23.56, 14.78, 10.41 and 1.70 respectively.

+ 4+ +

KY Composite Index of Coincident Indicators increased 3.7 percent for May.
* The Coincident Index has increased for thirteen consecutive months.
Same-month-last-year growth is positive for the tenth consecutive month at 2.8 percent.

Component indicators were all positive 3:0.

+ KY Total Nonagricultural Employment increased 0.2 percent.

+ US Industrial Production Index increased 11.0 percent.

+ US Personal Income Less Transfers increased 1.7 percent.
The component weights for May are 31.56, 29.38 and 28.55 respectively. Component weights do not
sum to one because the two US components were discounted to allow the Kentucky component more
weight.

*

*

The Kentucky Leading Index was marginally positive for May with 0.7 percent growth. The Kentucky
Initial Claims Index was the only positive Kentucky component this month. The US components made up
the majority of the gains in the May Index. Meanwhile, two of the three Kentucky components were
solidly negative. The Kentucky Labor Intensity Index, which carries the heaviest weight in the KY Leading
Index, has shown very little growth in the last 12 months. The latest trough in the series was in March
2003. The Labor Intensity Index has only regained 15.0 percent of its previous peak-to-trough loss since
March 2003. Therefore, this cycle contains both the longest period of decline and the slowest recovery
since we began recording the series in 1978.

Kentucky Nonagricultural Employment has hovered right around the 1,780,000 level for the last two
years. Kentucky Nonagricultural Employment is just a little above that two-year trend right now at 1,788,400.
There is no clear pattern or trend. Kentucky Manufacturing Employment has declined moderately to
strongly for the last three years. This trend has been very steady with very few deviations. In fact, there
have been only six monthly increases since April 2000.

US Retail Sales surge in May as higher energy prices work their way through to final goods and services.
Motor Vehicles and Gasoline Stations were the two biggest gainers in US Retail Sales. US Retail Sales
are increasing at a faster rate than last year. Calendar year 2003 had an average growth rate of 6.9
percent, while the first 5 months of calendar year 2004 have averaged 11.0 percent.

Our indices are compiled and published on a monthly basis, roughly two weeks following the Conference
Board release of the U.S. Leading Index. A complete description of the Index of Leading Indicators and
methodology was published in the University of Kentucky Center for Business and Economic Research
Kentucky Annual Economic Report, 2000,
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About the I ndicators

Kentucky Reference Series
Inflation-adjusted personal incomelesstransfer paymentsand policy-adjusted general fund tax receiptsare combined toform
the GOEA compositereference series.

Kentucky L eading Indicators

® GOEA Labor Intensity Index: Composed of seasonally adjusted weekly hours multiplied by employment for thefollowing
manufacturing industries: Lumber products, chemical and allied products, rubber and plastic products, fabricated metals, and
transportation equipment.

GOEA Initial Unemployment I nsurance (Ul) ClaimsIndex: Thisindex hastwo components: Kentucky Ul claimsin their

first month of payment and total U.S. initial claims. Additional claimsfor Ul arethe subset of initial claimsfiled by workers
who have previoudly filed Ul claims but are currently filing new claims with intermittent workforce attachment since their
original claim. Theclaimsin their first month of payment without intermittent qualified experience performed better in the
testing process and were chosen accordingly.

L ouisville Help-wanted I ndex: The Conference Board computesan index of hel p-wanted advertisementsfor major regions
across the United States; Louisvilleisthe only city in Kentucky covered by the Conference Board.

U.S. Manufacturing and Trade Sales: This series outperformed Kentucky sales tax receipts and U.S. total retail sales.
Current manufacturing and trade sales help form the basis for business expectations for the immediate short run. Since
production and investment do not occur instantaneoudly, the formation of expectations (manifested through current manufac-
turing and trade sales) should dlightly lead the business cycle.

GOEA U.S. Leading I ndex: Wediminated two variables, Ul Claimsand weekly hours, from the U.S. leading index sincewe

already use the Kentucky equivalents. The remaining eight components of the U.S. leading index were tested, eliminating
both theinterest rate spread and the lower deliveriesdiffusion index of vendor performance. Theremaining six components
werethen re-indexed by GOEA.

Table Notes:

1) Growth rates are computed with precise numbers. Dueto rounding, two observations may have the same reported
value but still exhibit growth at amore precise level.

2) Moreinformation isavailable on our website, www.osbd.state.ky.us.

Office of State Budget Director Room 284, Capitol Annex Frankfort, Kentucky 40601-3453
Phone: 502-564-7300 - osbd@Xky.gov
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